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Great Hearts America — Texas
Federal Employer Identification Number: 43-1973126
Certificate of Board

We, the undersigned, certify that the attached Finantial and Compliance Report of Greal Hearts

America — Taxas was reviewsed and [chede one) _ X approved disapproved for the year

ended June 30, 2016 at a meeting of the governing body of the charter holder on the 25 day of October,

2015,

P A T,

Ward Huseth, Board Seeratary Hailer, E?& President

If thie governing body of the charter holder disapproved the independent auditor's report, the reasonis)
for disapproving it is (are]: (attach list as necessary)
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Independent Auditor's Report

To the Board of Directors
Great Hearts America = Taxas
San Antania, Texds

Report an the Financiol Statements

We heve audited the accompanying financial statements of Grest Hearls America — Texas [the
"Organization”}, which comprise the statements of financlgl position as of June 30, 2016 and 2015, and
the related statements of activities and cash flows for the vears then ended and the related notes to tha
financial statements.

Monagement’s Responsibility for the Finoncial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the deslgn, Implementation, and maintenance of internal contral relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whetherdue to fraud or
EFrar.

Auditor's Responsibility

Dur responsibility is to express an opinion on these financial statements based on our audits. ‘We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Avditing Standards;
Bsued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obiain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the awditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error,  |In making those risk assessments, the auditor considers internal control relevant to the
Organization’s pregaration and fair presentation of the financial statements in crder (o design audit
proceduras that are appropriate In the clreumstances, but not for the purpose of expressing an opinion
on the effecthveness of the Organization’s internal control. Accordingly, we express no such opinion. An
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of

the financial statements.
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We believe that the audit evidence we have cbtained i3 sufficient and appropriate to provide a basis for
aur audit opinion.

Opinion

In our opinien, the financial statements referred to above present fairly, in all material respects, the
financial position of the Drgamization as of June 30, 2016 and 2015, and the changes in its net assats and
cash flows for the years then ended, in accordance with accounting principles generally accepted in the
United States of Amarica.

Orther Maotters
Other information

Owr audit was conducted for the purpose of forming an apinion on the financial statements as a whole,
The Other Supplemental information, as listed in the table of contents, is presented for purposes of
additional analysis and is not a required part of the finencial statements. Such Information (5 the
responsibility of management and was derived from, and relates directly to, the underlying accounting
and other recards used 1o prepare the financial statements. The information has been subjected ta the
auditing procedures applied in the audit of the financial statements and certain’ additional procedures,
including comparing and reconclling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the financial statements themsehees, and other
additional procedures in gccordance with auditing standards generally accepted in the United States of
America, In our opinion, the Other Supplemental Information is fairly stated, in all material respects, in
relation to the financial statements as a whole.

Other Reporting Reguired by Government Awditing Standords

In accordance with Governmend Auditing Stondards, we have also issued our report dated October 25,
2016 on our consideration of the Organization’s intemal control over financial reporting and on our tests
of its compliance with certain provisiens of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report (s to describe the scope of our testing of Internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinkon on intemal control
over financial reporting or on compliance. That report is an Integral part of an audit performed In
accordance with Government Avditing Standords In considering the Organization’s Internal cantrol over
financial reporting and comphliance,

{Pa.iﬂdlﬂ,, Statim~amm, + Lo y LB,

Sam Antonio, Texas
October 25, 20146
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Great Hearts America — Texas
Statements of Financial Position

Exhibit A-1
Jure 30, 2016 and 2015

Current Assets

iCash and cash equivalents

Due from government agancias

Prepaid expenses

LUnconditional promises to give —~ current portion
Other current assets

Total current assets

Noncurrent Assets

Property and equipment = net

Land held for sale

Lease deposits

Lean issuance costs — net of amortization of 50
{582,359 in 2015}

Unconditlonal promises to glve — net

Tatal noncurrent assets

Total assets

Current Liabilities

Accounts payable and other liabilities
Duse 1o related party

Retainage payable

Accrued expanses

Deferred revenue

Total current lizhilities
Long-Term Liabilitles — notes payahle
Total Hahillties
Met Assets
IUnrestricted
Temporarily restricted

Total met assets

Total llabilities and nat assets

2016

$ 2,087,584
2,686,712
319,264
1,796,452
5,894
5,895,306
11,459,808
267,878
140,640

489,493
£44,927

13,202,736
4 20,098,652

———,—_—
§ 382,837
180,055
7,710
560,616
104,612
1,235,830
12,528,917
13,764,747
1,721,027
4,612,878

6,333,905

5 20,098,652

2015

4 319,056
629,877

20 508
783,000
45,111

1,806,552
9,005,997
267,878

140640

284,854
1,680,255

11,379,664

& 13,186,216
—_—

5 1,084,065
102,742
528,588

44,530
607,371
3367 696
8,280,222
10,647,918
1,580,789
857,509
2,538,208

513,186 716

Motes to the financiol stotements form on integral port of these stafements.
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Great Hearts America — Texas
Statement of Activities

Exhibit A-2

Year Ended June 30, 2016

Revenues and Other Suppaort
Las=l support:

Contribustions

Foad serace

Other revenue

Total local support

Stale progrem revendes;
Foundation Schoed Program — State of Texas
Other stats ald

Total stale program ravenues

Federal program revenues;

Titha |
IBES B clustar
Titka 1, Part &

Chid Nutrition clustes
Total federal program revenueas

Wet gasets released from restrictions —
restrictions safisfied by payments

Tokal revenuesand-other support

Expenses

11  Enskructional

13 Curriculum devalopment and Instructional
s1aff development

23 School leadership

31 Guidance, coungeling, and evaluation
andices

33 Heglh services

it Fpodservices

36 Exfracurricular activitias

41 Genera! péminisiration

51 Plapt maintenancs and operationg

53 Data procesting geruces

61 Community services

71 DebEsErdcs

81 Fundraising

Total gxponses
Change in net asseis
et assats at beginning of vear

Met assets at end of vear

NMaotes to the financigl stotements form an integral part of these statements,

nrestrictad

§ 1812576
926, 7EL

3,739,357

12,874,774
16,614 131

8285584

14,240
1,145,428

50,760
165,648
414,010
284,645

1,979,141
2,237,588
374 580
258 861
£26,975
634,032

16,573,853
40,238

1 BE0, TEY

5 1,721,007

Poge &
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$

Tempoararily
Restricted

1,850,500
208,056

1,258,056
14,796,691
289,585
15,086,876
12,938

107 418
41,588
123,267

285,211

(12,874,774}
1,755,265

3,755,368
H57,508

4512878

Total

3 3882576
20,056
525,781

4997413

14,796,891
2B, 085

15,086,876

11,938
107,418
41,588
123,267

2B5,211

0,268,500

B,285,584

14,240
1,146,418

50,760
165,548
414,010
280,546

1,979,141
2,237,938
270,580
258,861
826,975
634,532

16,573,893
2,795,607
2,538,798

& B,333,905
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Great Hearts America — Texas
Statement of Activities

Exhibit A-2

Year Ended June 30, 2015

Temiporarily
Unrestrictad Restricted Tatal
Revenuss and Other Support
Leseal 4uppart:
Contributions § 3,BE1,0BEG 3 500,000 5 4,3B1.08BB
Food service . 28,008 28,008
Cther revenue 252,766 . 252,786
Total lecal suppart 4,133,872 528,008 4,661,880
State program revenues
Foundation School Program = State of Taxas - 3963412 3963412
Cther state ald - 14 14
Total state program revenues . 38963 426 1,063,416
Federal program revenues:
PCS start-up grank . LT e ) GOE, 967
IDEA B duster 53,125 53,125
Child Mutrition clustar - 28,239 28,238
Tetal faderal grogram revenues - B80.326 Ga0,326
Met assets released from restrictions =
restrictons satisfled by payments 4,324,251 {4,324,251]
Tovtal revenues and othes Support 8,458,123 E57,509 0,315,632
Expenses
11  mstructional 2,762,741 - 2,762,791
13 Cusriculum dewelepment and instructional
staff development 48,995 - 48,995
H  instructional leadership 49,352 - 28,352
23 ichool leadership 584,535 584,535
it Guidance, counsaling, and evaluation
SETVICES 208 - B, 208
i3 Health services 43,739 - 43,738
35 Food servicas 148,594 - 148,594
36 Extracurricular scthvities 99,482 - 99,452
41 Genersl administration 1,291,911 - 1,291,911
51 #ant maintenance and operations 553,448 - 563,448
53 Data processing services 149,538 - 148,538
gl Comemunlty services 54,955 - 54,955
71 Debtsensce 326,685 - 326,535
81 Fundralsing 430,322 - 400,322
Total expenses 6, 610555 . 5,510,555
Change in net assets 1 B4A7 568 B57.509 2,705,077
et deficit at beginning of year [166,779) : (166,779}
Met assets at end of year S 1,680,789 $  BS7.508 5 2,538,298

Mates to the finonclal statements form on integral part of these statements.
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Great Héart.s America — Texas

Statements of Cash Flows
Exhibit A-3
Years Ended June 20, 2016 and 2015

Cash Flows Fram Operating Activities
Change In net assets
Adjustments to reconclk2 change in net assets to nat
cash provided by (used In} operating actlvities:
Depreciation
Amortization of loas sssance cost
Changes in:
Due fram governmental agences
Prepaid expenses
Lease deposits
Unconditional promiies to give
Dther current aisets
Accounts payable and other liabifties
and retwinsge peyshle
Due to related party
Accrued expensas
Deferrad revenue

Net cash provided by (used In} operating activities

Cash Flowes Fram Inwvesting Actheities
Purchase of property and equipmenit
Purchace of land hebd far sabe
Met cach w=ad i investing acthitiog
Cash Flaws Fram Financing Activities
Payments on kxans and notes peyable
Proceeds from ledns and notes payadie
Loanissuance costs
MNet cash provided by financing activities

MNet increase [dacreasa) in cash
and cash equivalents

Cash and cash eguhalents at beginning of year

Cash and cash equivalents at end of year

Supplemontal Disclosures of Cash Flow Information
Caih paid for interast

Proceeds from laan depodited in stcrow

Lozns pald off thraugh refinance

fotes to the financiel stotements form on integral port of these stotements.
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2016
5 3,795,607

270,007
284 BE4

(2,056,835)
|289,756)

{178,084}
35,117

(1,222,508
77,313
516,086

{502,755}

734,044

(2,724,71E)

EIETH-ITI'IE!

4,148,655
(429,453)

3,758,202

1,768,528

315,056

5 2,087,584

5 -H.?I'HE

£ .

5 :I.li‘g'-l-ll,ﬂ!ﬂ

2015
5 2705077

28,454
123575

[553,542)
152 664
{79,840)

{2003,258)
{38, 408)

205,004

L2, TaeE
44,530

[575,629)

| LBT E51

{7,506,681)
[267,678)

{7,774,569)

{1, 780,000)
8,280,222

[408 829]

5,081,383

(18728627

EI 13 1&3
§ 319,056

—

E 1{?2‘?'*}5!

* i PIO000
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Great Hearts America — Texas
Motes to the Financial Statements

1. Organization and Significant Accounting Policies

Reporting Entity, Operotions, and Nature of Activities

Great Hearts Amarica — Texas [the “Organization”} i= a not-for-profit 501(c){3) corporation established in
the state of Texss to operaté public charter schools with open admissions policies in Texas, The
Drganization was originally established in 2002 for the purpose of providing education under the name of
sister Cresk Center for Liberal Arts. A Restaled Certificate of Formation with New amendments was filed
on February 17, 2012 to change the Organization's name to Great Hearts America — Texas and amend Its
purpose to develop each student’s academic potential, personal character, end leadership gualitbes
through an academically rigorous and content-rich educational program grounded in the classkzal liberal
arts tradition and to strive to give every student the education he or she deserves and needs. The primany
goal of the Organization is to praduste thoughitful leaders of character whao will contribute to a mare
philosophical, humane, and just society. Mo assets were transferred in the reformation process,

The Organization is the charter holder for all Great Hearts academies operated in Texas. The Crganization
has a sole corporate member, Great Hearts America, an Arizona not-for-prafit 5011c)(3) corporation, as
permitted by the Texas Business Organizations Code. This nonprofit corporate structure i intended to
raaintain the integrity of the nationsl Great Hearts academic and programmatic medel, while also allewing
for loczl input and control.

Fursuant to the bylaws of the Organization, the Board of Directors (the "Board”) will be comprized of not
less than three and not more than seven members. Each director will serve a one-year term or until his
or her successor is appointed, and a director whose term has expired may be appainted to succeed him
or herself. The Board is responsible for the adoption and implementation of policy for the Organization
and for the management, operation, and accountability of the charter school in all locations. At June 30,
2016 and 2015, there are six and four directors, respectively,

In Movember 2012, the Texas 5tate Board of Education ("TEA") approved the Organization's first charter
authorizing the opening of at least two K-12 campuses in and around $an Aatonio, Texas. According to
the terms of the charter, the charter shall be in effect from the date of execution through July 31, 2018,
unless renewed ar terminated. The charter may be renewed for an additional period of ten years. The
Drganization opened Great Hearts Academy = Monte Vista (Morth and South campuses) on August 18,
2004,

In bune 2014, the TEA also approved an expansion amendment to the charter, allowing the Organization
to open up to two additional campuses {Great Hearts Academy — Dallas and Great Hearls Academy —
Irving) to serve families In those additbonal gecegraphic territorles effectlee luly 1, 2015 The TEA alsa
approved an amendmeant in Jure to incresse the charter’s mazimum enrollment of the Organization from
1,965 to 3,930 effective Juby 1, 2015, In January 2015, TEA approved a nonexpansion amendment for
Great Hearts to open 4 third campus in 5an Antonio (Great Hearts Academy = Mortharn Daks), in place of
the praviously approved campus Great Hearls Academy — Dallas, As a result of these amendments, the
Organization operates four campuses as of July 1, 2015 Great Hearts Academy — Mante Vista North;
Great Hearts Acadsmy — Monte Vista South; Great Hearts Academy — Northern Qaks; and Great Hearts
Academy = Irving. The Organization does not conduct any cther charter or noncharter activities.

Poge &
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Great Hearts America — Texas
Motes to the Financial Statements

Basis of Accounting

The sccompanying financial statements were prepared in conformity with accounting principles generally
sccepied in the United States of America ("US GAAPY), The Financial Accounting Standerds Board
[“FA5BY) is the accepted standard setting body for establishing not-for-profit accounting and financial
reporting principles.  Accordingly, revenues are recognized when earned and expenses are recognized
when they are incurred

Support and revenue are reported asan increase in unrestricted net assets unless use of the related assets
Is rmited by donor-imposed restrictions, Expenses are reported o3 decreases in unrestricted net assets.
Gains and losses on Investments and other assets or llabilities are reported as increases or decreases in
unractricted net assets unles: their use |5 restricted by explicit donor stipulation or by law, Expirations of
temporary restrictions on net assets {e.g., the donor stipulsted purpose has been fulfilled and/or the
stipulated time period has elapsed) are reportad as reclassifications between the applicable classes of net
assels,

Use of Estimotes

The preparation of financial statements in conformity with U.5. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent 2ssets and Habilities at the date of the financial statermnents and the reported amounts of
revenues and expenses during the reporting period.  Actual results could differ from those estimates,

Basis of Presentation
Met assets and revenues, expenses, gains, and kosses are classified as unrsstrictad, temporarily restricted,
and permanently restricted based upon the following criteria.

Unrestricted Net Asseis - Unrestricted net assets consist of nat assets that are not subject to donor-
imposed stipulations, Unrestricted net assets result from operating revenues, unrestricted contributions,
and unrestricted dividend and interest income, Unrestricted net assets may be designated for specific
purposes by acthon of the Board. The Organization had unrestricted net assets of 31,721,027 and
51,680,789 at June 30, 2016 and 2015, respactively.

Temporarily Restricted Net Assets - Temporarily restricted net assets consist of assets that are subject to
grantor or denor-imposed stipulations that require the passage of time or the occurrence of a specified
event (actions by the Drganization]. When the donor restriction expires, the temporarily restricted net
assets are reclassified to unrestricted net assets and reported in the statements of activities as net assets
released from restrictions. The temporarily restricted description requires the Organization to use state
funding for the benefit of educating stidents enralled in the Organization's schools. Compliance with thiz
requirement allows the Qrganization to use these funds for any allowable schoal purpose 1o furlkber
educate its students. The Organization had 54,612,878 and SB57 509 of tamporarily restricted net asset
at June 30, 2016 and 2015, respectively.

Fioge &
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Great Hearts America — Texas
Maotes to the Financial Statements

Permanently Restricted Net Assets — Permanently restricted net assets conslst of net assets requined to
be maintained in perpetuity with enly the income to be used for the Organization’s charter schoal
activities due to grantor denor-imposed restrictions, The Organization had no permanently restricted net
assets at Jume 30, 2016 and 2015,

Cash and Cash Equivelents

For financial statement purposas, the JOrganization considers all highly liguid investment instrume nts with
an ariginal maturity of three months or l2sz to be cash and cash eguivalents, The Organization maintains
a balance at a bank in excess of the federally insured limits. The Organization has not experienced any
losses in such accounts and management believes it is not exposed to any significant credit risk on cash
deposits and investment holdings. At June 2016 and 2015, cash and cazh equivalents are comprised of
bank accounts with a balance of 52,087,584 and 5319,056; respectively,

Due Fram Government Agencies

Due from government agencies is comprised of amounts due from state and due from pass-through grants
froon TEA. Due from state consists of underpayments for the foundation school program made to the
Schoal from TEA. Any of the government funding sources may, at their discretion, reguast reimbursement
for expenses or return of funds, or both, as-a result of any noncompliance with the terms of the grant or
contract. The Organization has never experienced any losses dueto nonpayment, none are expected, and
therefore, an allowance for doubtful accounts has not been established.

Prepaid Iterms

Certain payments to vendors reflect costs applicable to future accounting pericds and are recorded as
prepaid items, The cost of prepaid items s recorded as an expense when consumed rather than when
purchased,

Allowance for Dovbtful Accounts

Management reviews accounts recelvable (eg., due from) and promises to give on a rezulzr basis to
determine if any receivable will potentially be uncollectible. Management uses its judgment, based on
the best avaidable facts and circumstances, and records a specific reserve for vach receivable to reduce
the receivable to the amount that s expected to be collected,  Factors such as the third-party
prganization’s ability to rmeet its financial abligations and histoncal experenta are used to determine the
amount which 5 Ekzly o be collected. Management incledes recelvable balances that are determined ta
be uncollectible In its overall allowance for doubtful accounts. After all attempis to collect a recelvable
have failed, the receivable Is written off against the allowance. The allowance far doubtful accounts
totaled 50 as of June 30, 2016 and 2015.
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Great Hearts America — Texas
Motes to the Financial Statements

Capital Assets

Capital azsets, as defined by the Organization, are azcets with individual cost of more than 55,000, Such
astets are recorded at cost if purchased or fair value i donated. Depreciationis calculated on the straight-
lire method based on the following estimated useful lives of the respective assets.

Estimated
Acget Classification Lizeful Lives
Bullding and improvements 40 years
Furniture and equipment 3-10 wears
Computers and software 3-5 vears

Imipairment of Long-Lived Assets

The Organization reviews the carrying value of property and equipment for impairment whenever events
end circemstances indicata the carrying value of an aszet may not be recoverable from the estimated
future cash flows expected to result from its use and eventual disposition. In cases where undiscounted
expected future cash flows are less than the carrying value, an impairment loss s recognized equal to an
amount by which the carrying value exceeds the fair value of assets. The factors considered By
management in performing this assessment include current operating results, trends and prospects, and
the effects of obsolescence, demand, competition, and other economic factors. The Organization did not
recognize an impalrment kass during the yvears ended June 20, 2016 and 2015,

Lond Held for Sale
Land held for sale represents land purchased by the Organization that it is actively pursulng a buyer for as
of Jlune 30, 2016 and 2015. The land was sold on July 19, 2014 (see Nole 1B}

Lease Deposits

The Organization paid deposits for the lease of building space. The amounts will be refunded or expensed
at the end of the lease term.

Logn fesuanee Corrs
Loan ssuance costs are amortized over the term of the respective financing agresments,

Revenue Recognition

Capitation received, including base capitation, -entitlements, and special services, is recognized in the
pericd services are provided. Revenues from TEA are earned based on reported attendance. Public and
private grants received are recognized in the period received and when the terms of the grant are met.

Locaol Support Revenue

Contributkons from donars are recorded at fale value when the Organization & n possession of or recebes
an unconditional promizse to give. Contributbons are recorded &s unrestricted, temporarily restricted, or
permanently restricted support based on the existence and/cr nature of any donor restrictions, Support
that is restricted by the donor is reported as an increase in temporarily restricted net assets in the
reporting period in which the support s recognized, When a donor restriction expires, that is, when a

Poge 11



Great Hearts America — Texas
MNotes to the Financial Statements

stipulated time restriction passes or purpose restriction is accomplished, temporarily restricked net assets
are reclassified to unrestricted net assets and reported in the statements of activities as net assets
released from restrictions.

Unconditional promises to give, Including contributions and pledges that are expected 1o be collected
within one year, are recorded at thelr net realizable value, Unconditional promises to give that are

expected to be collected in future years are recorded at the present value of estimated future cash Nows
based on the fair valus aption.

Conditional promises to give are not included as revenues in the financial statements until such time as
the conditions are met.

Donated services are recognized only if the services received either create or enhance assets or require
specialized skills, are provided by individuals possessing those skills, and would typically need to be
purchased if not provided by donation, Mo material amount of donated services was received during the
years ended June 30, 2016 and 2015,

In-kind contributions of goods and services are recorded at fair market valus and recopgnized as revenus
in the accounting period in which they are received. Mo in-kind contributions were received during the
vears ended June 30, 2016 and 2015,

State and Federal Program Revenues

The Grganication considers all government grants and contracts as exchange transactions rather than
contributions. The Organization recognizes revenue from fee-for-service transactions as services are
rendered and, far grants, as eligible expenditures are incurred, Advances from government agencies are
recordad as deferrad revenve. Eligible expanditures incurred in excess of grant fund relmbursements ane
recorded as due from pass-through grants from TEA.

Deferred Revenue

Amaounts received for conditional promises to give for which the condition has not been met are recarded
a5 deferred revenue, When the condition is met, the revenue will be recognized.

Federol Income Tox

The Organization is a not-for-profit organizetion and 5 exempt from federal income faxes under
Section 201{c)i3) of the Internal Revenue Code, except 1o the extent it has unrelated business activities,
&5 such, no provision for federal income taxes has been made in the accompanying financial statements.

The Organization's palicy is to record interest and penalty expense related to income taxes as interest and
other supense, raspectively, At June 30, 2016.and 2015, no interest or penalties have been or are required
to be accrued.

Functiono! Allocotion of Expenses

The costs of providing various programs and activities have been summarized on a functional basis In the
statements of activities. Accordingly, certain costs have been allocated among the programs and
supporting services benefited,
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Great Hearts America — Texas
Motes to the Financial Statements

Related Party Transoctions

Luring the audit period, the Crganization received denated administrative services from GreatHearts —
Arizona ["GHA-AZY), a fiscal sponsor of Great Hearts America. The amount of servlces received Is minkmal
and, therefore, is not reflected in the financial statements. GHA-AZ is an Arizona not-for-profit 501(c)(3)
corporation that manages a natwork of 22X academically rigorous classical liberal arts academies (semving
grades K-12) in the Phoenix, Arizona metropolitan area. The Organization and GHA-AZ are considered
affiliates as of June 30, 2016 and 2015, since the Board of the Organization is compriced of key
management personnel of GHA-AZ and Great Hearts America. The amount due to related parties at
June 30, 2016 totaled S1B0,055 [5102,742 in 2015). These transactions represent expenditures incurred
by GHa-AZ and Great Hearts America on Behalf of Great Hearts Texas.

Contingencies

Certain conditions may exist as of the date the financial statements are issued, which may result in a loss
to the Organkzation, but which will only be resobred when one or more future events coour or fall to ecour,
The Qrganization's management assesses such contingent labilities, and such assessment inherently
involves an exercise of judgment. In assessing loss contingencies related to legal proceedings that are
pending .against the Organization or unasserted claims that may result im such proceedings, the
Drganization’s legal counsel evaluates the perceived mearits of any legal proceedings or unasserted claims,
as well as the percelved merits of the amount of relief sought or expected to be sought therain,

If the assessment of & contingency indicates it & probable thet @ material loss has been incurred and the
amount of the lability can be estimated, then the estimeted lishility would be accrued in the
Crganization’s financial statements. Ifthe assessment indicates a potentially material loss contingency i
not probable; but is reasonably possible, or is probable, but cannot be estimated, then the nature of the
contimgent liability, together with an estimate of the range of possible loss, if determinable and material,
would be disclosed in the notes to the financial statements. Loss contingencies conzidered remaote ars
generally not disclosed unless they involve guarantees, in which case the guarantees would be disclosed
in the notes to financial statements,

Recent Accounting Pronouncements

Leases—In February 2016, FASE issued Accounting Standards Update (“A5U%) No. 2016-02, Leases, which
sats put the principles for the recognition, measurement, presentation, and disclosure of leases for both
parties to a contract (ie., lessees and lessors). The new standard requires lessees to apply & dual
approach, classifying leases as either finance or operating leases based on the princdiple of whether or not
the lease is effectively a financed purchase by the lessee, This classification will determine whether lease
expense is recognized based on an effective interest method or on a straight-line basis over the term of
the lease, respectively. A lessee i35 also required to record a right-of-use asset and a lease liabiity for all
leases with a term of greater than 12 months, regardless of their classification. Leases with a term of
12 muonths or less will be accounted for similar to existing puidance for aperating leases today, The new
standard reguires lessors to account for leases using an approach that s substantially egucalent to
exizting guidance for sales-type leases, direct financing leases, and operating leases. The ASU is expected
toimpact the Organization's financial statements, as the Organization has certain operating and land lease
arrengements for which it is the lessee. The standard s effective on fanuary 1, 2020, with early adoption
permitted. The Orgenization is-in the process of eveluating the impact of this new guidance.
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Debt lssvance Costs — In April 2015, FASE issued ASU Mo, 2015-03, interest = Imputation of (nterest:
Sirnpiffeing the Presentation of Debt lssugnce Costs, The amendments in this ASU require that debt
issuance costs refated to a recognized debt liability be presented inthe balance sheet as a direct deduction
from the carrying amount of that debt liability, consistent with debt discounts, The recognition and
measurement guidance for debt iEswance costs are aot affected by the amendments in this ASU. The
amendmeants are effective for financial statements issued for fiscal years beginning after December 15,
2015 and for interim pericds within fiscal years beginning after December 15, 2016, Early adoption of the
amendments is permitted for financial statements that have not been previously ssued, Management
does not expect the adoption of this pronouncement to have a materla! Impact on the financial
statements of the Drganization,

Revenue —|n May 2013, FASE sued ASL Mo, 2014-09, Revenue From Contracts With Customers, requiring
an entity to recognize the amount of revenun to which it expects to be entitled for the transfer of
promised goods or services to customers. The updated standard will replace most existing revenue
recognition guldance in L5 GAAP when i1 becomes effective and permits the wse of either a full
retrospective or retrospective with cumulative effect transition method, InASugust 2005, FASE issued A5L
No. 2015-14, which defers the effective date of ASL Mo, 2014-00 one year, making it effective for annual
reporting periods beginning after December 15, 2018, The Organization has not yel selected a transition
methed and is currently evaluating the effects the standard will have on the financial statements.

Subsequent Events
The Organization fas evaluated subsequent events through Cctober 15, 2016, the date the financial
statements were available 1o be issusd [see Nate 16).

Reciossificeation
Certain reclassfications have been made inthe prior year's financial statements 1o conform to the current
yaars presentation

s Fair Value Measurements and Disclosures

The requirements of Folr Volue Meosurements and Disclosures of the Accounting Standards Codification
{UREC™) apply to &l financial instruments and all nonfinancial assets and nonfinancial liabilities that are
being measured and reported on a fair value basis. Fair value |5 defined as the price that would be
received to sell an asset or paid to transfer a Hability in an orderly transaction batween market participants
at the measurement date. Fair Volue Megsuraments aond Dleclosures alsoestablishes a falr value hilesarchy
that prioritizes the inputs uzed in valuation methodologies into the following threa l2vels:

# Levell Inputs = Unadjusted quoted prices in active markets for identical assets or liabilitias,

*  Level 2 Inputs — Observable inputs other than Level 1 prices, such as quoted prices for similar assets
or liabilities, or ather inputs that can be corroborated by observable market data for substantially the
full term of the azsets or liabilities.
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= level 3 Inputs — Linobservable inputs that are supported by little or no market activity and that are
significant 1o the fair value of the assets or liabilities. Level 3 assets and labilities include financial
instruments whose valua s determined using pricing modals, discounted cash flow methodologies, or
other valuation technigues, as well as instruments for which the determination of fair value requires
significant manrzgament judgment or estimation.

At June 20, 2016 and 2015, the Organization had no investments,

The Tair value of the Organization’s cash and cash equivalents, due from government agencies, prepaid
expenses, and deposits approximates the carrying amounts of such instruments due to their short
maturity, The fair value of the debt approdimates the carrying amount because the rate and terms
currently available to the Organization approximate the rate and terms on the existing debt,

3. Due From Government Agencies

Due from government agencies consists of the following:

June 30,
2016 2015
Due from state - sattlement of current
year underpayment 5 2,524,768 5 525,595
Cue from pass-through grants from TEA:
IDEA B 107,418
Title I, Part & 41,588
Title | 12,938 -
Child Mutrition clustar - 4282
Taotal due from government agencies 5 2,686,712 5 B29.BT7

4, Promises to Give

On February 2, 2013, the Organization recelved a conditlonal promise to ghve of 51,000,000 payable in
annual Installments starting on Januwary 1, 2013 through January 332021, The Organization met the
condition of opening a school in the San Antonio area during fiscal year 2015; thus, revenue discounted
to the present value was recognized during the year ended June 30, 2015, The discount rate used to
calculate the present value of long-term promises to give at June 30, 2016 s 1.63%.

On June 4. 20132, the Organization received a conditional promise Lo give of 52,000,000 payable in anneal
installments starting on July 1, 2013 through December 31, 2016. The Organization met the condition of
opening a school In the 3an Antonle area during fiscal year 2015; thus, révenue discounted to the present
value was recognized during the year ended June 30, 2015.

O June 25, 2014, the Organization recaived an unconditional promise to give of 5500,000 payable in five
100,000 annual installments starting an December 31, 2014 through Decamber 31, 2018, The discount
rate used to calculate the present value of long-term promises to give at June 30, 2016 i5 0.92%.
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On April 30, 2015, the Organization received a conditional promise to give of 5500,000 payvable between
2015 and 2022, The Organization met the condition by finding a match from another funder during fiscal
vear 2005; thus, revenue discounted to the present value was recognized during the year ended June 30,

2015, The discount rate used to cakulate the present value of long-term promises to give at June 30,
160 207,

On lune 10, 2015, the Organization recened an unconditional promise to give of 500,000 payable in
2 installments over 12 months. The contribution s restricted for use to offset the costs of low-income
students who qualify for Free and Reduced Lunch Program, including out-of-school time eduecation
programs, uniforms, school supplies, and athletic fees in the San Antonic area.

O July 7, 2015, the Organization recelved an unconditional promise to ghee of 550,000 payvable between
2016 and 2018, The discount rate used (o caloulate the present value of long-term promises to give at
Jume 30, 2016 ks 1.17%. The contribution is restricted,

On June 30, 2016, the Organizatlon received an unconditienal promise to ghe of 1,000,000, The full
amount will be paid in fiscal year 2017; therefore, & discount rate was not applied, The contribation s
raztricted.

Lnconditional promises to give consists of the following:

June 30,
2016 2015
Gross amounts due in:
Dne vear or less £ 1,796,452 5 783000
e ta five vears Q67,300 1,883,015
Total unconditional promises to glve 2,763,752 2,B6EE,015
Less discounts to nat present valus {122,373) (202,7.20]
Less allowance for doubthul accounts - -
Met unconditionz! promises to give 5 2,641,379 5 2463245
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&, Property and Equipment

Froperty and equipment consst of the following:

June 30,
2016 2015

Land and improvements 5 2,404,878 5 2,408 878
Building and im provements 8,329,104 3,300
Furniture and eguipment 416,354 43,737
Computers and softwane 68,334 80,590
Construction in progress 550,033 6511480
11,768,703 9,043,985
Less sccumulated depreciation 308 B95 37 988
Met property and eguipment % 11,459,808 L 5,005,957

Depreciation expense for the years ended June 30, 2016 and 2015 totaled 5270,907 and 528,454,
respectively

B, Conditional Contributions

O beptember 5, 2014, the Organlzation recelved a conditlonal promise to ghve in the amount of 5212 994
Payment was contingent upon the Organization meeting certain criteria specified by the donor. In fiscal
year 2015, the Organization received a payment of $533,136 on this conditional promise to give; however,
zince tha condition had not been met, this was recorded in deferred revenue. The condition was satisfied
in August 2015 and the deferred revenue, along with the remaining payment of 5278858 which
was received in fiscal vear 2016, were recognized as revenue. There is no conditional promises to give at

Juna 0, 2016,

1. Daferred Revenues

Deferrad revenues consist of the following:

lung 30,
201k 2015
Conditional promizses to give 5 - % 533136
Deferred grant revenue 70,000 -
After school program deposits 34,612 74,235
Total deferred revenues & 104,612 s 607371
PR e it e
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8. Notes Payable

OnJune 30, 2014, the Organization entered into a note agreement and received proceads in the amount
of 51,780,000, The note had an interest rate of 3.75% and was scheduled to mature on October 31, 2014

On June 30, 2044, the Organization entered into a boan commitment agreement to borrow 51,800,000
The note had an interest rate of 6.5% and was schedulbed to mature on October 31, 2014, OnJuly 1, 2014,
the lender funded the loan and deposited the loan proceeds inko an escrow account for the Organization
o pur chase land,

The 51,780,000 and %1, 800,000 notes payablas described above were refinanced through the lssuance of
the long-term debt instruments described below:

Cn October 2B, 2014, the OCrganization entered into a long-term debt instrument of up to
510,000,000 in principal (“lefferson Bank loan}. The loan bore an interest rate of 4.8% and was
schedubed bo mature on October 27, 2017.

0n Cctober 28, 2014, the Organization also entered intd two subordinated notes, each with
principal Immediately outstanding of 51,000,000 and annual interest of 3.75%, The entire unpaid
principal amount of the subordinated notes, together with all accrued unpaid inferest, were to be
pavable on October 27, 2017, One of these subordinated notes was not required to be pald back
o the lender effective lupe 30, 2016 and s Included In revenue,

The lefferson Bank loan and the other 51,000,000 subordinated note were refinanced through the
issuance of the long-term debt instruments described below;

On June 30, 2016, the Organization entered into a long-term debt instrument of up to 516,768,800
in principal {“Mutual of Omaha loan®), The loan bears an interest rate of 3.98% and is scheduled
to mature on June 29, 2021,

On lune 30, 2016, the Organization also entered into a subordinated note of 54,192,200, The
subordinate loan bears an interzst rate of 8% and is scheduled to mature on Movember 30, 2021,
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Motes payable consist of the following:

lane 34,
2015

Promissory note peyvabile to Jefferson Bank In the

original masimum amount of 510,000,000,

including Interest at 4.80%: due Detober 2007;

collateralized by property 5 .
Subordinate notes payable in the original amount

amaunt el 51,000,000 each, including interest al

31.75%: due Octaber 2017; caliateralized by property
Debt instrument payable b Matual of Omaka i the

makimum amaunt of 515, 768,800, miduding interest

a1 3.88%; due June 2021; collateralized by property 8,335,717
Subordinate nota paysble in the origing! amount of

#1152, 200, incheding interest at B.00%; due

Movermber 5321 collateralized by property 4,192,200

5 12,528.917

Aggpregate maturities required at June 30, 2016 were as follows:

Year ending June 30,
2017
2018
2019
2020
21
Therealter

Interest expense totaled 5542,120 and 52032, 704 for the vears ended June 30, 2016 and 2015, respectively.

9. Leases

The Organization leases building space pursuant to noncancellable operating lease sgresmants expiring

through 2025,

One of the lease agreements requires the Organization to obtain a letter of credit that can be used in the
event the Organization cannot pay the required lease payments, On March 2, 2015, a third-party
nonprofit corporation entered into & letter of credit reimbursement agreement for the Organization to
meet this requirement. The amount of the letter of credit was originally 359,680, The outstanding

amount on the letter of credit as of June 30, 2016 is 30,
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Future minimum lease payments under noncancellable operating leases as of June 30, 2016 were as
follows:

Year ending Juns 30,

2017 5 936023
2018 552,623

2019 1,026,770

2020 712,365

2021 T3B,97Y
Thereafter 3,121,149

Future minimum lease payments & 7487924

Rent expense totaled 51,134,444 for the year ended June 30, 2016 (5419108 in 2015),
i} Commitments and Contingencles

The Organization receives a portion of its funding from federal and state programs that are governed by
various rules and regulations of the grantors. The ultimate determination of amounts received under
thase programs is generally based upon allowable costs reported to the government. Until such audits
have been completed and final setthement reached, there exists a contingency 1o refund any amount
fieceived In excess of allowable costs. Management is of the oplnion that no material Hability will result
from such audits.

Dwring the years ended June 30, 2016 and 2015, the Organization entered Into contracts to perfarm
construction on new schocls. The construction commitment balance and retainage payable totaled
£1,153.504 and 57,710, respectively, at Jume 30, 2016, and 51,779,B590 and 5528, 838, respectively, at
Juna 30, 2015,

11.  Temporarily Restricted Net Assets

Temporanly restricted net assets consist of assets that are subject to grantor or donor-impoased
stiputations that require the passage of time or the occurrence of a specified avent,

Jure 30,
2016 2015
Foundatlon School Program — 5tate of Texas % 3,125,813 5 357,509
Donar restricted contributions 1487065 S00.000
5 4,612,878 § 857,509
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Het assets are released from donor restriction by bncurring expenses satisfying the purpose or flme
restrictions specified by donors as follows:

Jumne 30,
2016 2015

Foundation School Program = State of Texas 5 12,127,987 5 3,605,503
Crier state aid 190,585 14
Public Charter School ("PLCS") start-up grant - olg, 262
Child Nutrition cluster 331,324 56,247
IDEA B cluster 107418 53,125
Title H, Pam & 41,588 =
Title |, Part & 12,938 .
Crther grants B2,934 .

512,874,774 4 4,324,251

12.  Employee Benefit Plan

401 (k) Plan — The Organdzation previously had a 301{k) plan for the benelit of substantially all employees,
The Organization's contributiens 1o the plan were at the discretion of the Board and no contributions
were gver made by the Organization. Effective Jfuly 1, 2014, the Organization no longer affered the 4010k)
employwees’ profit sharing plan since it switched to the Teacher Retirement System of Texas (“TRS"), as
described below.

Pension Plan Obligations

TRS Plan Description — The Organization participates in a cost-sharing multiple employer defined banefit
pensian plan that has a special funding situation. The plan is administered by TR5. TRS  defined banefit
pensian plan & established snd sdministered in accordance with the Texas Constitution, Article XV,
Lectlon 67 and Texas Government Code, Title 8, Subtitle C, The pension trust fund is a qualified pension
trust under Section 401(a] of the intermal Revenue Code, The Texas Legislature establishes benefits and
contribution rates within the guidelimes of the Texas Constitution. The pension's Board of Trustees does
not have the authority to establish or amend benefit terms. The TRS plan does not include a collective-
bargaining agreement.

Allemployees of public, state-supported educational institutions in Texas who are employed for one-half
of mare of the standard work losd and who are not exempted from membership under Texas Government
Code, Title B, Section 822,002 are coverad by TRS,

The TRS glan differs from single employer plans in the following ways:

1. Charters are legalty separate entities from the state and each other,

2. Assets contributed by one charter or mdependent school district ("1507) may be used for the benefit

cf anemploves of another charter gr 150,
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3. Theunfunded cbligations get paszed along to other charters or 150s,
4, There is not a withdrawal penalty for leaving the TRS system.

Pension Plan Fiduciory Net Position
At August 31, 2015, TRS total plan assets were 5149.780,061 B24; accumulated benefit obligation was
5163887 375,172; and the plan was 78.43% unfunded,

Detailed infarmation about TRE' fiduciary net position s available in a separately lssued Comprahansive
Annual Finencial Report ["CAFR"} that Incledes financizl statements and required supplementary
information.  That report may be obtained on the Internet at hito:/fwew trs state tvus/
about/documents/cafr. pdfFCAFR; by writing to TRS at 1000 Red River Street, fustin, Te, TEPO1-2698; or
by calling {512} 542-6592.

Contributions

Contribution requirerments are established or amended pursuant to Article 16, Section &7 of the Texs
Constitution, which requires the Texas legislature to establish a member contribution rate of not less than
6% of the members annual compensation and a state contribution rate of not less than B% and not more
than 10% of the aggregate annual compensation paid to members of TR during the flacal vear. Tekas
Government Code, Section 821 006 prohibdts benefit improvements, i asa result of the particular action,
the time required to amortize TRS' unfunded actuarial liabilities would be increased to a pericd that
exceeds 31 years, or, if the amortization period already excesds 31 years, the period would be increased
by such action.

Employee contribution rates are set in state statute, Texas Government Code, Section 825.402, Senate
Bill 1458 of the B3rd Texas Legislature amended Texas Government Code, Section 825,402 for member
contributions and established employes contribution rates for fecal years 2014 through 2017, 1t also
added a 1.5% contribution for employers not paying Old Age Survivor and Disabdity Insurance {"DASDN")
on certain employees effective for fiscal year 2015 as discussed In Note 1 of the TRS 2014 CAFR, The 83rd
Texas Legislature, General Appropriations Act ("GAA"Y) established the emplover contribution rates for
fiscal years 2004 and 2015. The 84th Texas Legislature, GAA established the employer contribution rates
for fiscal years 2016 and 2017

Contributors. to the plan include members, the Organization, and the state of Texas as the only
nonemployer contributing entity {“"NECE"), The state is the emplover for senior colleges, medical schools,
and state agenches, including TRA. In each respective role, the state contributes to the plan inaccordance
with state statutes and the GAA,
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Az the NECE for public education and Junior colleges, the state of Texas contributes to TRS an amount
equal to the current employer contribution rate times the aggregete annual compensation of all
participating members of the pension trust fund during that fiscal yvear reduced by the amaounts described
below which are paid by the Crganization. The Organization is required to pay the employer contribution
rate in the following instances:

= Dinthe pertion of the member's salary that exceeds the statutory minimum for members entitled to
the statutory minimum wnder Section 21,402 of the Texas Education Code ["TEC”),

= [uring a new member's first 30 days of employment.

s ‘\When any part or all of an employee's salary i paid by federal funding sources, a privately sponsored
saurce, from noneducational and general, or lacal funds,

* ‘When the employing district is a public junior college or junlor college district, the district shall
cantribute to TRS an amount equal to 50% of the state contribution rate for certaln instructional orF
administrative employees; and 100% of the state contribution rate for all other employees.

In addition to the Crganization employer contributions listed below, when employing & retiree of TRE, the
Organization shall pay both the member contribution.and the state contribution as an employment after
retiremant surcharge, The Crganization’s contribution to TRS does not represent more than 5% of the
total contributions to the TRS plan. There have baen no changes that would affect the comparison of
employer contributions from year to year,

2016 2015
Member (employees) T.2% 6.7%
MELE B E% 6.B%
Ermplovers . E % 6 E%
Emplover contributicns % 112590 L 51,959
Member contributions % 568,394 L 182918
Mon-CA5D01 contributions 5 119,518 L 39,126

13.  Health Insurance

Puring the years ended lune 30, 2016 and 2015, employees of the Organization were covered by a health
Insurance plan, The Organization contributed 5316-5693 per employes, per month (S2E3-5857 per
employes, per manth for 2015} depending on the employvees” health insurance plan rate. Emplovees, at
their opfion, authorized payrall withholdings to pay confributions or premiums for dependents, All
premiums were paid to licensed insurers.
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14, Economic Dependency

During the vear ended June 30, 2016, the Organization received approximately 60% of its contributions
from three revenue sources (37% from three revenue sources in 2015), With schools operational, the
Drganization earns the majority of its funding from various federal, state, and local entities. Changes in
state funding levels for charter schools in Texas could have s significant impact on the Orzganization's
Future revenues.

15,  State Compliance Matters

Budgetary Matters

In accordance with the TEA Special Supplement to the Financial Accountability System Resource Guide
Charter Schools, if the original and final budgeted amounts vary by more than 10% of the original
budgeted amounts, 8 written statement discussing the causes of the varlances ks reguired.

The Board approved one budget amendment in June 2016, This amendment was necessary to more
accurately refiect the budget and actual expense transactions in accordance with the Texas reguirements.

The final budgeted amounts varied by more than 10% of the original budgeted amaounts as fallows:

= Sfate program revenus ncreased by 52,319,513 as a result of higher than anticipated Average Daily
Attendance and per student alletment; greater than anticipated allotments for Spedial Education,
Compensatory Education, Bilingual and New Instructional Facility funding, and Tier |l funding.

= Federal program revenue increased by 555,380 as the result of a decrease in the National School
Lunch Program because of lower participation and an increase from being awarded additional funds
for IDEA B, Title | Part &, and Titla 11 Part A,

= Function 13 = decrease of 5128263 due to outside professicnal development being limited dus 1o
cash flow limitations.

» Function 21 = decrease of 5411,980 for reclassification of personnel expenses,
s Functlon 23 — Increase of 5382,893 for reclassification of personnel cost,

= Function 36—increase of 583,100 for personnel cost and related benefits of the athletlc coach position
ariginally included in Function 11, mstructional budget.

# Function 41 = decrease of $896,000 due o reclassification of budgeted expenie related 1o software
and copler léase to Function 53 = data processing services, decrease of personnel cost for positions
which were vacated and remainad unfilled for periods throughout the yvear and limitations on travel
during the first two quarters of the year due Lo cash flow Bmitations,
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* Function 51 =increased 5376,753 due to several categories of expense occurring during the year that
were not planned for during the budget cycle = decision tc hire two intemal maintenance
professionals during the year, additional suppfies for maintenance and repair at the Irving and
Morthern Oaks campuses, recordation of Irving lease on a straight-line basis, increase in maintenance
and repair services and travel expenses of faciiities management.

# Function 53 = Increased 582,000 due to software and copier l=ase expenses originally budgeted to
Function 41, general administration, moved to this function.

*  Function 71— increased 5396820 due (o additional interest payment made due to debt refinancing,
write-off of bend amortization related to refinanced debt, and unbudgeted interest payments on
subordinate debf.

In accordance with the TEA Special Supplement to the Financial Accountability System Resource Guide
Charter Schools, variances between the final budgeted amounts and the actual amounts that exceed 10%
of the final budget amount also reqguire a written statement discussing the cause of the variance.

The actual expenses did not vary by more than 10% from the final amended budget.
16.  Subsequent Events

Im May of 2016, the Crganization entered Into a sale agreement for 1.6% undeveloped acres of the
17 acres of the Great Hearts Academy = Northemn Oaks campus for a total price of 5 375,000, At the time
of the tale agreement, the entire sale amount was placed into escrow znd, on May 11, 2016, 5100,000
was released to the Organization to be held as earnest money. The sale was completed on July 13, 2015
at which time the remaining amount due less charges and legal fees was deposited into the Organization's
operating account. The total remaining amount received at the time of closing was 5245,000.
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Schedules of Expenses
Years Ended June 30, 2016 and 2015

Expensas

6100
6200
&300
BA0D
8500

Payrall costs

Prafesslenal and contracted services
Supplies and materials

Other pperaling costs

Debt service costs

Tatzl expenses
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2016

5 05,589,520
3,132,525
2,187,683

737,191

226,974

$ 15,573,893

2015

5 3,450,563
1,194,703
1,063,376

575,229
126,684

5 5,610,555
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Schedule of Capital Assets
June 30, 2016

Asset Classification

Property and Equipment

1510 Land and improvements
1520 Bullding and Improvements
1530 Furnifture and equipment
1532 Coarmputers and software
1580 Construction in progress

Crwmership Interest
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Budgetary Comparison Schedule

Year Ended Juns 30, 2016

Revenues and Other Support

5700 Local suppart
5200 State program FEverusas
5900 Federal program revenues

1n
13

il
23
3

33
35
36
41
51
53
&l
71

Total revenues and cthar support

Expenies

Instructional

Curriculum developmant and
instructional st&ff development

Instmuctional leadership

Schoal leadership

Guidance, counseling, and evalsation
sandices

Health saruices

Food sersices

Extracurricular activities

General administration

Planit mal ntenance-and operatians

Data proceciing sefvices

Communily sardices

DEbl service

Fundraising

Total espenses
Change in net assets
Hat assets at baginming of vear

Hot assats at ond of year

Variance
With Final

Budgated &mounts Budpat

Poslilve
Driginal Final Actual [Negative}
5 5321113 % 5173676 5 4997413 5 [175.263]
13,084,703 15,404, %06 15,086,376 {317,430
22E,960 234,340 285,211 EFl
18,534,866 20,862,327 20,368,500 (432 823
BGT4.163 8,634,852 8285584 M5 268
141,925 13,662 14,240 (578

A11,930 - - -
780,777 1163474 1,146,424 17248
58,170 54,925 50,7680 4,165
180,772 LBO 774 165 848 15,126
360,948 360,943 414,000 (23,062}
189,403 272,503 280 B4R (E, 143}
2,745,151 2,043,161 1579 141 70,020
2 080,697 2,457 450 I.237 588 210 4RF
177,220 253,220 179 580 {20,360}
274,635 275,100 258 851 16,230
453,180 5 D E76.975 23,075
548,134 573,537 634,033 [54,455)
17,077,229 17,181,808 16,573,853 BO7,915
1,557,637 3,6B0,514 3,795,607 115,093

2,538,193 2,038,198 2,538,298 -
5 diﬂﬁlﬁﬁ £ Eillﬁﬂ-li - E:H-Erili‘?CIE & ‘.I‘.lEiD‘BE.!
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Independent Auditor's Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed

in Accordance With Government Auditing Standards

Tothe Board of Directors
Graat Hearts Amenica — Texas
San Antonio, Texas

Wi have audited, in accordance with the auditing standards generally accepted in the United States
of america and the standards applicabde to financial audits contained in Gowvernment Auditing Stondords
lssued by the Comptroller General of the United States, the financial statements of Great Hearts
America — Texas [the "Organization”) which comprise the statement of financial position as of June 30,
2016, the related statements of activities and cash flows for the vear then ended, and the related notes
to financlal statements, and have ssued cur report thereon dated October 25, 2016,

Internad Cantrof Cwver Finonclol Reporting

In planning and performing our audit of the financial statements, we considered the Organization's
internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the dreumstances for the purpose of expressing our opinior on the financial statements,
but not for the purpose of expressing an opinian on the effectiveness of the Organization's internal
contral. Accordingly, we do not express an opinior on the effectiveness of Organization’s internal control,

4 deficiency in Internal control exists when the design or operation of & control does not allow
managemeant or employeas, in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements on a timely basis. A material weakness k a deficiency, or a combination
of deficiencies, ininternal control, such that there is a reasonable possibility that a material misstatement
of the Organization's financial statements will not be prevented or detected and corrected on a timely
basis. & significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is
lexs severe than a material weakness, yet important enough to merit attention by those charged with
EOVETMAnCE,

Cur considaration of internal control was for the limited purpose described In the first paragraph of this
section and was not designed to identify all deficiencies in internal contrel that might be material
weaknesses or significant deficiencies.  Given these limitations, during our audit we did not identify
any deficiencies in internal control that we consider to be material weaknesses. We did identify carfain
deficiencies in internal contral described in the accompanying Schedule of Findings and Questioned Costs
as items 2016-002 and 2016-003 that we consider 1o be significant deficiencies.
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Complionce ond Other Matters

Az part of obtaining reasonable azsurance about whether the Organization’s financial statements ara free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncom pliance with which could have a direct and material
effect on the determination of financial statement amounts, However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed an instance of noncompliance or other matters that is
required to be reported under Government Auditing Stondords and described in the accompany Schedule
of Findings and Cuestioned Costs as (tem 2006-001,

The Organization’s Responses to the Findings

The Crganization's responses to the findings identified in our audit are described in the accompanying
Schedule of Findings and Guestioned Costs and Corrective Action Plan. The Organization's responses were
net subjected to the auditing procedures applied in the audit of the finandial statements and, accordingly,
Wa ERpress ne opinion on them.

Furpose af This Report

The purpose of this report is solely to describe the scope of our testing of Internal control and compliance
and the results of that testing, and not to provide an oginlon on the effectiveness of the Organlzation’s
internal control or on compliance. This report is an integral part of an audit performed in accordance with
Govermment Auditing Stondards in considering the Organization’s internal control and compliance,
Accordimghy, this communication is not suitable for any other purpose.

Yadapet. | Strokemmamn = to. | L.LP.

San Antonio, Texas
Detober 25, 2016
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Great Hearts America — Texas

Schedule of Findings and Questioned Costs
Year Ended June 30, 20186

I = Summary of Auditor's Results
Elnancial Statements
Tyoe of auditor’s report issued: Lrnirrrocdified

Internal contral ower fnanclal reporting

Material weaknesses] identified? Yeg X HNo
Significant deficiencyiies] identilied that are not
considered 1o be material weokness|esh? X Yeou None Reparted
Moncompliznce matarial to financial statements noted ? Yes X Ko

Il = Financial Statement Finding

Finding 2016-001: Procurament
Type of Finding: Compliance

Criterfo: The TEA Special Supplement to the Financial Accountability System Resource Guide Charter
School Update 5.0 requires purchases be made using 8 process that provides the best value for the charter
school inaccordance with TEC 44.031-44 901,

Congition: The Organization currently ks utilizing a vendor to purchase textbooks that was not properly
procured in the prior year yet the Organization continued to use the vendor in the current year.

Context: The vendor was not properly procured in the prior vear and the Organization did not
subsequently go through the procurement process in the current year to resolve the compliance
exception

Couse ord Effect: Fiscal year 2015 was the Crganization’s first vear of Texas charter school operations
and, as a result, the Organization did not have current policies to address competitive procurement. In
fiscal ye=ar 2016, the procuremeant policies wers developed and implemented for new vendors, however,
the Organization did not ensure vendors it continued to use from the prior year wers procured in
accordance with the criteria described above or the newly implemented policies.

Recommendation; We recommend the Crganization perferm the preper procurement procedures to
ensure.com pliance with the criterla described above.

Wiews of fesponsible Officlals: See Corrective Action Plan.
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Great Hearts America — Texas

Schedule of Findings and Questioned Costs — Continued
Year Ended June 30, 2016

Finding 2016-002: Temporarily Restricted Met Assets
Type of Finding: Significant Deficiency

Criterio:  Cantributions  received with donor-imposed restrictions are required to be recorded as
temporarily restricted net assels and once the restriction has been met, those amounts are released from
restrictions and reclassified to unrestricted net asset,

Conditfon; In fiscal year 2016, the Crganization did not have a farmal process in place to accurately track
the expenses of the restricted contributions being released from restriction,

Context: \We noted several instancas where the release from restriction was not properly identified.

Couse and Effect: Due to lack of & formal process in this area, no amount of release from restrictions could
be inaccurately presented,

Recommendation: We recormmend the Crganization implement formal poficies and procedures to track
the temporarily restricted contributions to ensure the amounts are properly classified as released from
restrictions when the donor restrictions have been mat

Views of Responsihle Officlols: See Corrective Action Plamn,

Finding 2016-003: Segregation of Duties
Type of Finding: Significant Deficiency

Criteria; Segregation of dutiesis a key financial reporting concept that ensures adequate oversight and
review exists to reduce the risk of error and fraud in the financial statements.

Congltion: A small number of people have the primary responsibility for performing most of the
eccounting and financial reporting duties. As a result, some aspects of Internal controls that rely upon
sequate segregation of duties are missing.

Context: During the year, the Organization experienced turnover in the accounting/finance department.

Couse and Effect: Segpregation of duties can help reduce the risk of error and fraud; however, thesa
controk were missing due to the recent turnover in the accounting/finance department.

Recommendafion; We recommend the Organlzation consider additlonal altermative procedures 1o the
current intarnal control system and evaluate possibilities to strengthen the system, particularly as the

Crganization continues to grow.

Views of Respongible Officials: See Corrective Action Plan.
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Great Hearts America — Texas

Summary Schedule of Prior Audit Findings
Year Ended June 30, 2016

Finding 2015-001; Construction Payables

Frior ¥ear Finding: AL June 30, 2015, the Organization did not record the retainage payable of
approximately $529,000 and did not record the June construction invoices of approximately S818,000,

Etatus: This finding has baen correctad in the curment year

Finding 2015-002: Local Procurement Paolicles and Procedures

Fricr Yegr fnding: The Organization’s current policies do not address competitive procurement.
Status: This finding has baen corrected in the current vear,

Finding 2015-003; Procurement and Suspension and Debarment
Federal Program: 2013-2014 PCS Start-Up Grants

Frior Year Finding: The Organization did mot fully follow the procurement guidelines and alzo did not
check for sus pension and debarmeant for three vendors pald 522,674 with the PCS start-up gramt funds.
Howewver, the vendors used wera not suspended or debarrad.

Status: The Organiration did not receive this grant im the current year. Current year procuremesnt testing
disclosed issues which are included in finding 2016-001. No transactions occurred in the current vear that
required the Crganization to perform the suspension and debarment verification. Ouwr inquiry of
management indicated policies and procedures have been updated to incdude the suspension and
debarmant verification on future transactions,

Finding 2015-004: Cash Management and Financial Reporting
Federal Program: 2013-1014 PCS Start-Up Grants

Priar Yeor Findimg: The Crganization requested advance funds from TEA and did not make the
disbursement of funds within three days.

Ltotus: The Organization did not recelve this grant In the current vear, Due to current year turnover in

the accounting/finance departmeant, drawdown requests in general for federal grants of the Organization
wiera not timely submitted.
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Great Hearts America — Texas

Corrective Action Plan
Year Ended June 20, 2016

Finding 2016-001; Procurement

Views of Hesponsible Officials ond Planned Corrective Action: Management agreas with the finding,
Luring the year, the Organization developed new procurement procedures and implemented those for
vendors which weare new during the I015-2016 fiscal year. The procedures will be adhered to for all
vendors, as required, if not previously vetted through the process.

Responsible Person: Deborah Zimmerman
implermentation Dote; Immediately
Finding 2016-D02: Temporarily Restricted Net Assots

Views af Responsibie Officials amd Planned Corveciive Action; Management agrees with the finding, The
Organization has implemented a process by which a "project” code i used to identify the amounts
released from restriction, The procedures manual will be updated to reflect this procedural change,

fesponsible Persor: Deborah Zimmearman
implementation Dote: Immediately
Finding 2016-003: Segregation of Duties

Views of Responsible Officialz and Plamsed Correchive Action: Management agrees with the finding.
During fiscal year 2015-2016, the Organization experienced turnover in the finance area, During much of
the year, temparary help was utilized to continue the routine processing.  In Apdl 2006, 3 full-time
permanant Accounts Payable/Payroll pesition was filled; in May of 2006, a S2nior Acoountant was hired:
and in August 2046, a full-time Human Resources Manager was hired, There s still one remaining position
budgeted for the Finance/Human Rescurces team, which is budgeted for and needs to be filled. With all
positions filled, the VP of Finance and Administration will be enabled to perfform maore oversight of the
activities; instead of performing the actual activities; thus, providing for @ more sound system of internal
control and better segregation of duties,

Recponcsible Person; Deborah Zimmerman

Implementation Date: Final hire to be made by December 31, 2016
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